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REPORT OF THE AUDITOR-GENEML TO ™e S^ATEm'^TS AND 

year ended 30 JUNE 2009 

report on the financial statements 

TThave audited me accompanying 

rr=:==«SSss--- 

financial statements in accordance wi ^ GRAP) and in the manner required 

Recognised Accounting Practice (SA Standa ) -p^js responsibility 

by me Municipal Finance ^lt®?nTinterSi controi to the 

circumstances. 

rr: 

-r.?o%rr4ts 

accordance with the '"‘atnatranal tds 2009. Because of the 

2009 issued in ^overnnnent Gazette 32 paragraphs, however, I was not 

abtto omamlum™ audit evidence to provide a basis for an audit 

opinion. 

Basis for disclaimer of opinion 

« .p^ 

srirss ""■» “ •" 

application of alternative procedures; Hontifipd which 

r ra .1 A'ici QQc cc at June 2009, were identified whicn 
Bank accounts with balances of R1 nreoaration of the financial statements. This 

were not taken into “hsideration wdh me pjepa^^^^^ the^^^^^^ ^ 

rermm^theTofalTmtct these undisclosed accounts as support for the 
transactions could not be submitted. 


a) 


b) 


in 


ansactions couiu iiui L»c ouMiM. 
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were recorded in the correct accounts and at the correct amounts as they were not 

supported by appropriate supporting documentation. 

c) The municipality could in 

reconciling items totalling 056 as overdraft as confirmed by 

note 1 3.2 to the financial ^tatennents at R464 727 ana a 

rewothrp:ru;\ 

bank statements due to lack of an audit trail. 

Net assets 

‘ SESisSSHIiSSk 

fnd Ihe rJ?ated detaTed disclosure in note 1 to the financial st^ements, due to he 
following matters and the municipality's records not permitting the application o 

alternative procedures; 

[he correct a'd at the correct amounts as they were not supported by 

appropriate supporting documentation. 

Paraqraph 47 of GRAP 1 states that except when a Standard of GRAP permjts or 
requires^otherwise, comparative information shall be disclosed in respect 
previous period for ail amounts reported in the financial 

Jun[ 2008 before adjustments and the adjustments made to these balances have not 
been clearly presented in the statement of net assets. 

. ^ n/K\ n( r'RAP that when an entity changes an accounting policy 

uprSal Ip'ptafionTala^^^^^^^^^^^ not in Jude specific transitional provisions 

aLlvina to that change, or changes an accounting policy voluntarily, it shall apply the 
chame r[°rospectiveVln contravention to this paragraph, an adjustment amounting to 
R58 81 9 829 made due to assets that were initially measured using the deemed cost 
amroach ^^effected as purchases of property, plant and equipment o the current 
year accumulated surplus. Therefore, the opening balance of accumulated surplus 
understated with R58 819 829. 

dt Paragraph 1 1 5 of GRAP 1 states that all items of revenue and ®xps"se reci^nised in a 
neriod should be included in surplus or deficit for the period unless 
GRAP requires otherwise. This implies that reserve accounting is not allowed in terms 

of GRAP. Contrary to this: 

. According to information in the general ledger, government grant revenue 

amounting to R25 953 81 1 was incorrectly recognised in the government grant 
reserve during the current year. I was however unable to obtain sufficient 
appropriate audit evidence to confirm this amount. 

. Government grant revenue amounting to R908 1 83 was incorrectly recognised in 
the government grant reserve during the current year. Government grant reserve 
as diclosed in note 1 to the financial statements are therefore overstated and 
revenue understated by R908 183. 
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e) 


. interest accrued on investment 

n°‘e - 

overstated and revenue understated by R201 9du resp y 

Paragraph 86(a)(iii) Jhell^e oflhe'Ttatemenrrf financi^ position or in the 

separately disclose, either reserves including a description of the nature 

notes, net assets, showing gts contravention with this requirement, 

and purpose of esch reserve with nipAP reserve end funds, 

the nature, purpose and rese^e were not disclosed in the financial 

capitalisation reserve and government grant res 

statements. 

a °"'l was'lnabl to obta^r ‘pTanTaTd' equipment 

application of alternative procedures: „nnR- 

iTeS foXo"ubmiSed F^udhe™ -t be traced to 

the fixed asset register. om >ior r 79 

b) 1 was unable to identify ® asseTsTo^ ‘^^■'''^9 

during a physical asset verification as these asse s couia no^ an^ounting to R2 588 000 

PW.“.1 I W. p« bdpg 

ss,'?»7.s — « i" '«•" “sr’ “ ^ 

obtained, which resulted in a iack of an appropriate audit trail. 

c) Based on the ^:aiS^i:^emed 

S^".l2rnX o. .n 

performance, could not be obtained. 

K ao/A\ rtf TRAP 17 states that the financial statements shall disclose, for 
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note 7 to the financial statements 

the additions, disposals and therefore unable^to perform all the audit 

difference of R1 469 988 could be obtained. 

Tntangi We assets amounting to R908 183. Cojisequent y prope^, plant and 
equipment, is overstated and intangible assets understated by R908 183. 

' isiiilssW 

depreciation and impairment iosses. 


Expenditure 

8. I was unable to obtain sufficient appropriate f surance as to the compteteness, 

accuracy occurrence and classification of expenditure of R17 124 137 (20Ub. 

R18 134 ’l93) (excluding employee related cost and including transfers) disclosed in the 
statement offinancl^Tperfor^ due to the following matters and the municipality s 
records not permitting the application of alternative procedures. 

I was unable to obtain supporting documents for expenditure transactions amounting 
to R30 665 847 (2008: R1 393 839. As the municipality did not implement adequate 
contml mea^res to prevent and identify expenditure incurred without supporting 
documents, I was unable to quantify the total misstatement in this respect. 

rrants and subsidies paid' capital amounting to R237 818 (2008; R1 388 434), as 
disclosed in note 20 to^ the financial statements, do not agree with grants and subsidies 
paid- capital as disclosed in the statement of financial performance *° 

R633 299 (2008' R8 438 465). I did not obtain all the information and explanations I 
SderL‘ necessary as no reconciliations or any other au^ evidence to resolve the 
difference of R395 481 (2008: R7 050 031) could be provided. 

cl Previous year expenditure amounting to R428 305 was identified, which was not 
recorded Had management recorded the expenditure, the previous year s trade 
creditors would have increased by R427 381 and the previous year s bank and cash 
would have decreased by R924. 

6 ) Section 125(1)(c) of the MFMA requires the full disclosure of 

Th^audiori- remuneration for the previous year was ^isc osed as r 680 OOa The 
actual audit fees incurred during the previous 

previous year’s expenditure and creditors are therefore overstated with R85 008. 

Revenue 

9 I was unable to obtain sufficient appropriate audit ^^.^ttrance as to the compiet^^^^^^^^ 
arruracv occurrence and classification of revenue disclosed as R1 5 598 674 ( 2 UUO. 

R25 862^874) in the statement of financial performance, due to the following matters and 
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b) 


c) 


d) 


e) 


f) 


g) 


municipality's records not permitting the application of 
,t could not be determined If ail money recelve^d by the — due to the 
deposits amounting to R40 ^46 '"®[® ^ j performing regular bank reconciliations 

S "fSJZrr- V-n «, — 

3rnot confirm that journals that decreased fholfd hivelfee^^^^^ 

^^re "^supported by appropriate supporting documentation 
The detailed data for the first 

conversion process ^ g accurately^billed and recorded. New 

registers and not all service charge manner service revenue was not levied for 

consumers have not been billed in a ^ ^ ^ submitted for audit purposes, 

all consumers and not all be presented, 

in addition, no 1 considered 

Consequently, 1 did not obtain all the revenue and other income 

aS 86^4 4%), R1 133 233 (2008: R807 220) and 
R793 347 (2008: R1 858 466) respectively. 

Government grants and sdbs^d^es, T^teteo^ could°not be confirmed. I 

performance, amounbng to R6 396 1 ( Uua^K compliance with the conditions of 

could not determine the extent to whic recognised as income in 

addition, government grants and statements do not agree with 

R11 807 211). as disclosed in note to® 

government 9^®^® 169). No reconciliations or any other audit 

0^ ^24 426 610 (2008: R3 938 958) could be 

obtained. . *u 

=5E2='S.=~Sr 

evidence for interest on investments. 

R50 373, to the general ledger due h necessary to confirm rental 

mit"stnd to R633 395, as disclosed in the statement of 

financial performance. . . ■ f ,r^ 

£SSHsS=SSHb:2tsr"“ 

Employee-related costs 


g) 

10 . 


-mployee-reiaieu uu5»i» 

I was unable to obtain sufficient appropriate audit “^4^01^(200^ 
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a) 


b) 


otters and the n^uniclpalitys records not pernritting the application of alternative 

Sufficient appropriate “, 20 Qg° of councillors 

transactions amounting to R2 795 147 (2 OS 2 to the financial 

amounting to R943 034 (2008. J'cjjgclosed in the statement of financial 

statements, do not agree ^ "g° 97200 S RO). No reconciliations or any other audit 
i“ uppoToUhe of R128 555 (2008: R915 167) could be obtained. 

section 1 25(2)(d) of the MFMA ^ ® Swied'L^ cheque 

of a muhicipaiity 'rreet f close particute f V theft losses for the 

SarTVeTa« of^i's^swere notSisciosed as required. 


ir I'^s unable to obtain ^effioient appropriate au® 

Sp^ecr eppiication of alternative procedures: 

3 ) , couid not confirm that i°-nals that decrease trade paya^^ 

S^^celeTHe^e rec^^^^^^ in the correct accounts and at the correct amounts as 
mey ^re not supported by appropriate supporting documentation. 

b) suspense accountswere not cleared reg^riy and before 

sssssi- 

evidence could not be presented. 

proceduL did' not provide adequate evidence of the balances. 

accounting ®sf™ates and errors (G RAP J correction for each 

prior period presented, to g oavables of the previous year amounting to 

r^ofoWaTd^^ Ssed : S oL1inaTa?l?at°ement's, do not 'agree with trade 

information relating from this prior period error was disclosed. 

^SES~=s=5?3S: 

amounting to R968 390 (2008: R1 753 901) as disclosed ,n the statement of 
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the application of alternative procedures. 

a) Thedetalledageanalysisinsupportofg^ 

transactions amounting to R8 821 508, as hv R1 115 657 ThisNwas 

isisisass 

confirm trade receivables from exchange transactions and the provision for bad debts. ( 

b) I could not confirm that journals that decrease trade .'f 

transactions, as disclosed in the statement of ® 

trade receivables from exchange transactions by R8 640 <2008. R492 020) shou 

have been processed or were recorded in the correct accounts 

amounts as they were not supported by appropriate supporting documentation. This 

matter \was also reported in the previous year. 

c) Debtors were incorrectly levied during the current and previous year, indigent 

subsidy application forms could be provided during the / nrhi^^o dP err^in^^ 

indigents could be provided during the current year. I was therefore unable to determine 

whemer subsidies provided to indigents had been approved during the previous an 
current year. 

d) Suspense accounts were not cleared regularly and before the preparation of the 
finan^cial statements. Consequently, an expenditure suspense account and a (f V 
suspense account amounting to R280 032 and R606 524 

as trade receivables from non-exchange transactions disclosed in note 
financial statements. 1 was unable to confirm the total extent of ''^P®'^®' ^ 

assets or liabilities that might be included in these amounts as sufficient appropriate 
audit evidence could not be presented. 

el Trade receivables from non-exchange transactions of the previous year ^ 

R1 243 536, as disclosed in note 1 1 to the financial statements, do not agree with trade 
oavables for the previous year as disclosed in the statement of financial position 
amounrnXRI 753 901 . The difference of R51 0 365 relates to VAT that is included ,n 
note 12 to the financial statements being incorrectly included in trade ^ 

non-exchange transactions and not in taxes as disclosed in the statement of hnancial 
Dosition Therefore, prior year taxes is understated and trade receivables frorri non- 
Shange transactions overstated with R51 0 365 in the statement of financial position. 

f) Paragraph 84 of GRAP 1 states that an entity shall disclose, either on the of the 
statement of financial position or in the notes to the statement of financial position, 
further sub-classifications of the line items presented, classified in a 
to the entity’s operations. Further sub-classifications of other trade 

non-exchange transactions for the previous financial ^nancial 

disclosed in note 1 1 to the financial statements, have not been disclosed n the financial 
statements. 1 was however unable to determine the full extent of the misstatement due 
to the lack of appropriate audit evidence. 

q) Paragraphs 79(g) of GRAP 1 States that as a minimum, the face of the statement of 
® finandal position shall include line items that present other receivables from non- 

exchange transactions, including taxes and transfers. Rates receivables arnounting to 
R1 233 734 (2008: R1 259 202), was incorrectly classified as trade receivables from 
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exchange transactions in note 10 to the finahcial statements. There ore trade 
receivables from exchaoge trahsactiohs, as disciosed ih note 10 to ‘h® f^^"3ncial 
statements, is overstated and trade receivables from "“"ff ,3 
disclosed in note 1 1 to the financial statements, is understated with R1 233 734 (2008. 

R1 259 202). 

h) The total sewerage receivables for the previous year amounting to R1 643 644 as 
disclosed in note 10 to the financial statements is mathematically inaccurate as the 
actual total of this note is R1 504 274. In addition, the total of other receivables included 
in the summary of debtors by customer classification amounting to R5 674 055 as 
disclosed in note 10 to the financial statements is mathematically inaccurate as the 
actual total of this note is R125 055. 1 did not obtain all the information and explanations 
f S>nsidered nec^^ as no reconciliations or any other audit esndence to resolve the 

differences of R139 370 and R5 549 000 respectively, could be obtained. 

Value-added tax (VAT) 

13 The existence valuation and completeness of the VAT receivable amounting to 

R2 718 521 (2008; R510 365), as disclosed in note 12 to the financial statements, could 

not be confirmed due to the following 

. VAT amounting to R72 731 (2008: R50 049) was incorrectly claimed and R101 574 
of VAT was not levied during the previous year. 

. The municipality was unable to reconcile the difference of R2 409 784 between the 
VAT balance, as disclosed in the financial statements, and the June 2009 VAl 
return submitted to SARS. 

• Journals that decreased the VAT receivable by R2 961 928 could not be supported 
by appropriate supporting documentation. 

The lack of a clear audit trail did not permit the application of alternative procedures. 

Unspent conditional grants and receipts 

14. The completeness, existence, classification and valuation of 

relating to unspent conditional grants and receipts disclosed as R2 060 286 (2008^ 

R7 052 268) in the statement of financial position, and the related disclosure in note 5 to 
the financial statements, could not be confirmed due to the following: 

a) 1 could not confirm that journals that decreased unspent conditional grants and receipts 
bv R24 678 407 should have been processed or were recorded in the correct accounts 
and at the correct amounts as they were not supported by appropriate supporting 
documentation. 

b) I was unable to obtain audit assurance that expenditure incurred was for the intended 
grant purposes due to the limitations on the scope of the work performed re sting to 
expenditure. In addition, a variance of R1 1 1 1 836 were identified be^een the bank 
accounts and unspent conditional grants and receipts liability as at 30 June 2009. 

c) Unspent conditional grants and receipts disclosed as R2 060 286 per the statement of 
financial position does not agree to the amount of unspent conditional grants and 
receipts of R1 894 487 as disclosed in note 5 to the financial statements. This 
difference resulted from the unspent portion of the DWAF pipeline grant amounting to 
R1 83 683 as disclosed in note 5.7 to the financial statements, that were incorrectly 
transferred, at an amount of R17 883, to note 5 to the financial statements. 

The municipality’s records did not permit the application of alternative procedures. 
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Investment property 

15. The municipality’s accounting policy states that a gain or loss arising from a change in 
the fair value of investment property shall be included in surplus or deficit for the period 
in which it arises. In contravention with this policy, depreciation amounting to R126 788 
was incorrectly recognised on investment property as disclosed in the statement of 
financial position and note 8 to the financial statements, Therefore, depreciation and 
accumulated depreciation is overstated by R126 788. 

16 Paragraph 85 of GRAP 16 states that the financial statements shall disclose a 

reconciliation between the carrying amounts of investment property at the beginning and 
end of the period, showing additions, disposals and net gains or losses from fair value 
adjustments. In contravention with this requirement, the additions, disposals and net 
gains or losses from fair value adjustments for investment property have not been 
disclosed in note 8 to the financial statements. 

Consumer deposits 

17. I was unable to obtain sufficient appropriate audit assurance as to the completeness, 
existence, classification and valuation of and rights and obligation relating to consumer 
deposits of R1 1 1 545 (2008; R351 31 9), as disclosed in the statement of financial 
position, and the related disclosure in note 4 to the financial statements. I was unable to 
confirm that management has properly charged and accounted for all consumer 
deposits during the current and previous year or to confirm journals that decrease 
consumer deposits by R171 737 during the current year. The system used for recording 
consumer deposits does not provide an adequate audit trail and the register of 
consumer deposits during the current and previous years have not been reconciled to 
the amount of consumer deposits disclosed in the statement of financial position. The 
municipality’s records did not permit the application of alternative procedures. 

Provisions 

18 1 was unable to obtain sufficient appropriate audit assurance or to confirm by alternative 

means, the completeness, existence, and valuation of provisions to the value of R34 
821 (2008: R34 821) as disclosed in the statement of financial position and the related 
disclosure in note 2 to the financial statements, due to the following and the 
municipality's records not permitting the application of alternative procedures. 

a) The municipality, which operates landfill sites, has an obligation in terms of section 28 
of the National Environment Management Act, 1998 (Act No. 107 of 1998) to restore 
such sites. No provision for landfill sites have been disclosed in the statement of 
financial position for the current or previous year. The municipality does not maintain 
detail records of landfill sites and I was furthermore unable to confirm the percentage at 
which these sites have been used at 30 June 2009. Due to the lack of appropriate 
records, I was unable to determine the total extend of the understatement in the 
provision for landfill sites and expenditure. 

b) I was unable to confirm provisions amounting to R34 821 (2008: R34 821), as disclosed 
in the statement of financial position and note 2 to the financial statements, as the basis 
of the calculation of leave provision could not be provided. 

Inventory 

19. Paragraph 14 of Standards of GRAP, GRAP 12: Inventories (GRAP 12) states that 

inventories shall be recognised as an asset if it is probable that future economic benefits 
or service potential associated with the item will flow to the entity and the cost of the 
inventories can be measured reliably. Contrary to the above, no balance was disclosed 
for inventory in the financial statements. I have, however identified unrecorded inventory 
during the current and prior financial year. The municipality does not have a system in 
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place to identify, record and value inventory and I was unable to perform alternative 
procedures to obtain assurance on the existence, completeness and valuation of 
inventory. This matter was also reported in the previous year. 

Leases 

20. The existence, valuation and completeness of finance leases amounting to R218 527 
{2008: R287 081 ), as disclosed in note 6 to the financial statements, could not be 
confirmed due to the following: 

a) I was unable to obtain sufficient, appropriate audit evidence that management has 
properly identified, investigated and recorded all finance lease agreements as non- 
current liabilities during the current and previous year. I have identified agreements for 
which sufficient, appropriate audit evidence could not be provided. The municipality’s 
records did not permit the application of alternative audit procedures. 

b) The disclosure of future minimum lease payments, finance cost, present value of future 
lease payments and a general description of the significant leasing arrangements as 
required by Paragraph 46 of Standards of GRAP, GRAP 13: Lease (GRAP 13) has 
been omitted in the financial statements. 

Capital commitments 

21 . Paragraph 83(c) of GRAP 1 7 states that the financial statements shall disclose for each 
class of property, plant and equipment recognised in the financial statements the 
amount of contractual commitments for the acquisition of property, plant and equipment. 
No capital commitments were disclosed in the notes to the financial statements due to 
the municipality not implementing adequate control measures to reliably calculate these 
commitments. I was unable to determine the total extend of the understatement in 
capital commitments as sufficient appropriate documents could not be obtained. 

Prior period errors and changes In accounting policy 

22. Paragraph 49(b) of GRAP 3 states that an entity shall disclose for each prior period 
presented, to the extent practicable, the amount of the correction for each financial 
statement line item affected. The following prior period errors have been corrected 
during the current year for which no information have been disclosed in the financial 
statements: 

a) Investments to the value of R9 819 299 disclosed in the previous year’s financial 
statements were transferred to cash and cash equivalents in the current year. However, 
due to the lack of appropriate audit evidence I could not confirm this amount. 

b) Trust funds amounting to R7 052 268 disclosed in the previous year's financial 
statements were restated to unspent conditional grants and receipts in the current year. 
However, due to the lack of appropriate audit evidence I could not confirm this amount. 

23. The correction of prior period errors amounting to R861 524, as disclosed in note 22 to 
the financial statements, do not agree with the correction of prior period errors as 
disclosed in the statement of changes in net assets amounting to R789 100. No 
reconciliations or any other audit evidence in support of the difference of R72 424 could 
be obtained. In addition, the nature of the prior period errors, the amounts of the 
corrections for the affected financial statement line items and the amounts of the 
corrections at the beginning of the earliest prior period presented, were not disclosed as 
required by Paragraph 49 of GRAP 3. 

24. Paragraph 49(b) of GRAP 3 states that an entity shall disclose for each prior period 
presented, to the extent practicable, the amount of the correction for each financial 
statement line item affected. The change in accounting policy note 23.7 to the financial 
statements totalling R30 561 950, which relates to changes that were made to the 
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25. 


26. 


amounting policy of property, plant and equipment, do not agree with the previous 

amounhna statement of financial position 

thl a « ^ .00 . '®'=°'^“"ations or any other adequate audit evidence to 

resolve the difference of R2 470 31 9 could be obtained. 

to accounting policy of property, plant and equipment amounting 

to R30 561 950 as disclosed in note 23.7 to the financial statements is mathematically ^ 
inaccurate as the actual total of this note is R31 541 478. I did not obtain all the ^ 

explanations I considered necessary as no reconciliations or any other 
audit evidence to resolve the differences of R979 528 could be provided. ^ 

The nature of the changes in accounting policies, descriptions of the transitional 

adjustments for each financial statement line item 
affected and the amounts of the adjustments relating to periods before those presented 

23 to the financial statements, as rerui^eTby 
paragraph 28 of GRAP 3. In addition, no information have been disclosed for debtors 

TranTfe red tofrL^^^^^ disclosed in the previous year's financial statements that were 
^ ^ ^ r^eivables form exchange transactions amounting to R3 782 863 

and trade receivable from non-exchange transactions amounting to R1 753 901 
However, due to the lack of appropriate audit evidence I could not confirm this amount. 

Unauthorised expenditure 

27. Section 1 of the MFMA defines unauthorised expenditure as any expenditure incurred 
by a municipality otherwise than in accordance with section 15 or 11(3) of the act and 

h'l?Hnpf M appropriated in the municipitity's approved 

budget. Unauthorised expenditure of at least R2 758 398 (2008; R7 152 M8) was 

"^®asures. The full extent of the 

misstatement could not be determined due to the limitations placed on the scope of the 

expenditure. This unauthorised expenditure have n^^ 
disclosed as requi^red by section 125(2)(d) of the MFMA and therefore unauthorised 
expenditure is understated by at least R2 758 398 (2008: R7 152 048). 

Irregular expenditure 

' be provided with sufficient, appropriate audit evidence that management has 

properly Identified, investigated and recorded all irregular expenditure transactions 
dunng the year under review. Due to the limitations placed on the scope of the work 
perforrned relating to expenditure and fixed assets procurement, there were no 
satisfactory alternative audit procedures that I could perform to confirm the 
completeness of irregular expenditure as disclosed in the financial statements. 

Section 1 of the MFMA defines irregular expenditure as expenditure incurred by a 
municipality that is not in accordance with a requirement of this act, and which has not 

^2003 ''■'■®9ular expenditure amounting to R6 918 486 

(2008. R1 742 259) was identified which resulted mainly from non-compliance with the 
unicipality s supply chain management policy and delegations of authority. This 
irregi^ar expenditure was not disclosed as required by section 125(2)(d) of the MFMA 
ana therefore irregular expenditure is understated by R6 918 486 (2008; R1 742 259) 


28. 


29. 


Fruitless and wasteful expenditure 


30 . 


' with sufficient, appropriate audit evidence that management has 

properly Identified, investigated and recorded all fruitless and wasteful expenditure 

'imitations placed on the scope of 
performed relating to expenditure and fixed assets, there were no satisfactory 

anH perform to confirm the completeness of fruittes 

and wasteful expenditure as disclosed in the financial statements. 
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31. Section 1 of the MFMA states that fruitless and wasteful expenditure means expenditure 
which was made in vain and would have been avoided had reasonable care been 
exercised. Fruitless and wasteful expenditure amounting to R321 728 {2008: R3 987) 
was identified which resulted mainly from a settlement due to damages and interest paid 
due to late payments. These fruitless and wasteful expenditure were not disclosed as 
required by section 125(2){d) of the MFMA and therefore fruitless and wasteful 
expenditure is understated by R321 728 (2008: R3 987). 

Cash flow statement 

32. Paragraph 16 of the Standards of GRAP, GRAP 2: Cash flow statements (GRAP 2) 
states that an entity shall report cash flows from operating activities using the direct 
method, whereby major classes of gross cash receipts are disclosed. The major classes 
of gross cash receipts were not separately disclosed In the cash flow statement. 

33. Paragraph 8 of GRAP 2 states that the cash flow statement shall report cash flows 
during the period classified by operating, investing and financing activities. The following 
amounts per the cash flow statement are not accurate: 

a) Net decrease in cash and cash equivalents disclosed as R34 286 458 is mathematically 
inaccurate as the movement in the opening and closing balances of cash and cash 
equivalents is a decrease of R8 846 122. Management could not provide an 
explanation for the uncorrected differences. 

b) Net cash outflow from financing activities disclosed as R201 577 is mathematically 
inaccurate as there was a net cash outflow from financing activities of R294 098. 
Management could not provide an explanation for the uncorrected differences. 

34. Paragraph 12 of GRAP 2 states that cash flows from operating activities are primarily 
derived from the principal cash-generating activities of the entity, The amounts per the 
comparative cash flow statement are not accurate as indicated in note 24 to the financial 
statements: 

a) (lncrease)/decrease in debtors disclosed as (R2 870 836) is mathematically inaccurate 
as there was a decrease in debtors of R3 809 646. Management could not provide an 
explanation for the uncorrected differences. 

b) ()ncrease)/decrease in other debtors disclosed as RO is mathematically inaccurate as 
there was an increase in other debtors of (R1 010 581). Management could not provide 
an explanation for the uncorrected differences. 

c) lncrease/(decrease) in creditors disclosed as (R721 714) is mathematically inaccurate 
as there was an increase R924 826. Management could not provide an explanation for 
the uncorrected differences. 


MFMA Disclosures 

35. Section 125(1)(c) of the MFMA states that the notes to the financial statements of a 
municipality must include the total amounts paid in audit fees, taxes, levies, duties and 
pension and medical aid contributions, and whether any amounts were outstanding as at 
the end of the financial year. In contravention with this section, no disclosures were 
made for the current year U. I F and P.A.Y.E paid and any U.I.F and P.A.Y.E amounts 
outstanding, in note 25.3 and 25.4 to the financial statements. 

Distribution losses 

36. Section 125(2)(d)(i) of the MFMA states that the notes to the annual financial statements 
of a municipality must disclose particulars of any material losses. No distribution losses 
were disclosed in the notes to the financial statements due to the municipality not 
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implementing adequate control measures to reliably calculate these losses. I was unable 
to determine the total extend of the understatement in distribution losses as sufficient 
appropriate documents could not be obtained. 

Related parties 

37. International Public Sector Accounting Standard, IPSAS 20: Related Party Disclosures 
(IPSAS 20) requires that related party relationships where control exists, and any related 
party transactions that occurred during the year, should be disclosed. Undisclosed 
related party transactions amounting to R5087 194 were identified in the previous 
financial year. No disclosure with regard to these transactions has been made in the 
financial statements. 

Financial Instruments 

38. International Financial Reporting Standard, IFRS 7 Financial Instruments: Disclosures, 
(IFRS 7) requires detailed disclosure of information about exposure to risks arising from 
financial instruments. Contrary to the prescribed disclosure requirement, management 
did not adequately disclose the municipality’s exposure to financial risk and how these 
risks are mitigated. 

Going concern 

39. According to the financial statements it is evident that the municipality may be 
experiencing serious difficulties with regard to debt collection and the actual current 
expenditure exceeded the actual current revenue by RIO 709 517 during the current 
year. The municipality may not be in a position to settle its current obligations in the 
normal course of business. The municipality did not settle its debt within 30 days as 
required by the MFMA and was significantly dependent on the national and provincial 
government for its continued sustainability. The municipality may therefore be unable to 
realise its assets and discharge its liabilities in the normal course of business. These are 
indicators that the municipality may be facing serious financial problems in terms of 
section 138 of the MFMA. The financial statements did however not appropriately 
disclose these uncertainties. Due to the scope limitations experienced throughout the 
audit I was unable to determine the total extent of the uncertainties. 

Disclaimer of opinion 

40. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
financial statements. 

Additional matters 

I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Material inconsistencies in other information included in the annexures and annual 

report 

41. The Chief Financial Officer’s report and Annexures C, D and E to the financial 
statements, set out on page to 1^, contain material errors and the information 
contained therein is inconsistent with the information contained in the annual financial 
statements in respect of property, plant equipment, revenue and expenditure and 
surplus for the year reported for both the current and previous financial years. 

42. I have not obtained the other information included in the annual report and have not 
been able to identify any material inconsistencies with the financial statements. 
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Unaudited supplementary schedules 

43. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited these 
annexures and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

In terms of the PAA of South Africa and General notice 1570 of 2009, issued in Government 

Gazette No. 32758 of 27 November 2009 I include below my findings on the report on 

predetermined objectives, compliance with the MFMA, Division of Revenue Act No, 2 of 2008 

(DORA) and financial management (internal control). 

Findings 

Predetermined objectives 

Non-compliance with regulatory and reporting requirements 

Inadequate content of integrated development plan 

44. The integrated development plan of the Renosterberg Local Municipality did not include 
the key performance indicators and performance targets determined in terms of its 
performance management system and did not include a financial plan which includes a 
budget projection for at least three years, as required by sections 26(i), 26(h) and 
41(1)(b) of the MSA and regulation 12 of the Municipal Planning and Performance 
Management Regulations, 2001. 

No reporting against predetermined objectives, indicators and targets 

45. The Renosterberg Local Municipality did not prepare the annual performance report in 
terms of section 46 of the Municipal Systems Act No. 32 of 2000 (MSA), and section 
121(3)(c)oftheMFMA. 

Existence and functioning of a performance audit committee 

46. The Renosterberg Local Municipality did not appoint and budget for a performance audit 
committee, nor was another audit committee utilised as the performance audit 
committee, as required by regulation 14(2) of the Municipal Planning and Performance 
Management Regulations, 2001. 

Internal auditing of performance measurements 

47. The Renosterberg Local Municipality did not develop and implement mechanisms, 
systems and processes for auditing the results of performance measurement as part of 
its internal audit processes, as required in terms of section 45 of the MSA. 

Lack of adoption or implementation of a performance management system 

48. The Renosterberg Local Municipality did not implement a framework that describes and 
represents how the municipality’s cycle and processes of performance planning, 
monitoring, measurement, review, reporting and improvement will be conducted, 
organised and managed, including determining the roles of the different role players, as 
required in terms of sections 36, 38 and 41 (2) of the MSA, and regulations 7 and 8 of 
the Municipal Planning and Performance Management Regulations, 2001. 

No mid-year budget and performance assessments 

49. The accounting officer of the Renosterberg Local Municipality did not (by 25 January of 
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each year) assess the performance of the municipality during the first half of the 
financial year, taking into account the municipality's service delivery performance during 
the first half of the financial year and the service delivery targets and performance 
indicators set in the service delivery and budget implementation plan, as required by 
section 72 of the MFMA. 

Compliance with laws and regulations 

Municipal Finance Management Act, 2003 (Act No.56 of 2003) 

50. I could not confirm whether the accounting officer tabled a consolidated report in the 
municipal council of all payments made during the four quarters, as required by section 
1 1(4) of the MFMA. 

51. Contrary to section 17(1)(d)(ii) of the MFMA, the budget of the municipality was not 
prepared in the prescribed format setting out actual revenue and expenditure by vote for 
the financial year preceding the current year. 

52. I could not confirm whether the mayor submitted a report to the council on the 
implementation of the budget and the financial state of affairs of the municipality within 
30 days of the end of each quarter as required by section 52(d) of the MFMA. In 
addition, it could not be confirmed whether the mayor tabled the time schedule 
contemplated in section 21(b) in the municipal council at least 10 months before the 
start of the budget year. 

53. The municipality faces serious financial and cash flow problems. I could however not 
confirm if the mayor promptly responded to and initiated remedial or corrective steps 
proposed by the accounting officer to deal with such problems as required by section 54 
of the MFMA. 

54. Revenue was not reconciled on a weekly basis as required by section 64 of the MFMA. 

55. Contrary to section 65(2)(e) of the MFMA, invoices amounting to R24 963 704 were not 
paid within 30 days of receipt of the invoice. 

56. I could not confirm whether the accounting officer reported to the council on expenditure 
on staff benefits in the manner prescribed by section 66 of the MFMA. 

57. I could not determine whether the accounting officer submitted a draft service delivery 
and budget implementation plan within 14 days after the approval of the annual budget 
as stipulated in section 69(3) of the MFMA. 

58. The accounting officer did not notify the National Treasury of the overdrawn bank 
balance position as required by section 70(2) of the MFMA, 

59. Contrary to section 126(1)(a) of the MFMA, the accounting officer did not submit the 
financial statements for auditing within two months after year end. Furthermore, the 
mayor did not table a written explanation setting out reasons for the failure to submit the 
financial statements in the council as required by section 133(1)(a) of the MFMA. 

60. I could not confirm whether the accounting officer submitted a report on the 
implementation of the municipality’s supply chain management policy to the mayor 
within 10 days after the end of each quarter and to the council within 30 days after the 
end of the financial year as required by regulation 6 of the Municipal Supply Chain 
Management Regulations. 

Division of Revenue Act No. 2 of 2008 

61 . I could not confirm whether the municipality adhered to the requirements of the receiving 
officer by reporting to the relevant provincial treasury. National Treasury and the 
transferring national officer on the matters referred to in section 71 of the MFMA as 
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required by sections 11(2)(b) and 12(1)(b) of the DoRA. 

62. Contrary to the objective of the Municipal Infrastructure Grant as contemplated in 
section 15(1) of the DoRA, the municipality’s capital budget did not include programmes 
which address the backlogs in municipal infrastructure required for the provision of basic 
services. 

INTERNAL CONTROL 

I considered internal control relevant to my audit of the financial statements and the report on 

predetermined objectives and compliance with the MFMA and DORA, but not for the purposes 

of expressing an opinion on the effectiveness of internal control. The matters reported below 

are limited to the deficiencies identified during the audit. 

Leadership 

63. Management's philosophy and operating style do not promote effective control over 
financial reporting. Personnel have not been allocated specific duties and 
responsibilities to facilitate the continuous monitoring of internal controls and the 
accounting officer has not implemented a year-end close processes. 

64. The accounting officer does not exercise oversight responsibility over reporting and 
compliance with laws and regulations. Key officials were not available throughout the 
audit process, resulting in significant difficulties concerning the availability of requested 
information due to management dependence on the consultant to provide the requested 
information. 

65. Control weaknesses are not analysed, and appropriate follow-up actions are not taken 
that address root causes. Sufficient control measures were not developed by the chief 
financial officer, in conjunction with her support team, to address the qualifications 
reported in the prior years. 

Financial and performance management 

66. The municipality does not have competent individuals who understand the financial 
reporting framework and performance management requirements. This resulted in the 
municipality engaging a consultant to prepare the financial statements. The underlying 
accounting records of the municipality did not facilitate the preparation of the financial 
statements to comply with the accounting framework. 

67. The financial statements and other information to be included in the annual report are 
not reviewed by the chief financial officer for completeness and accuracy prior to 
submission for audit. 

68. Manual or automated controls are not designed to ensure that the transactions have 
occurred, are authorised, and are completely and accurately processed. Suspense 
accounts have been utilised during the current year to account for revenue and 
expenditure and are not being cleared and reconciled on a regular basis. 

69. Management did not document and approve internal policies and procedures to address 
the process of collection, recording, processing, monitoring and reporting on 
performance information 

Governance 

70. The risk of material misstatement due to fraud is not considered. Sufficient controls and 
segregation of duties to prevent or detect fraudulent data and asset misappropriation 
were not implemented and maintained. 

71 . The municipality does not respond to the assessed risks by determining a risk strategy 
and action plan to manage identified risks. Consequently, internal controls are not 
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72. 




OLUciAUr ' 

Kimberley 


19 July 2010 
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